NPS-54-89-01

NAVAL POSTGRADUATE SCHOOL

Monterey, Galifornia

AD-A207 626

DTIC

ELECTE 3R
MAY 121989 §§ B

DEPARTMENT OF DEFENSE PROCUREMENT POLICY

REFORM: AN EVOLUTIONARY PERSPECTIVE

William Gates

January 1989

‘Approved -for public release; distribution unlimited.

Prepared for: Naval Postgraduate School

Monterey, CA 93943-5100




e b e et ke M g e o ke,

N ('I_A‘:SI I““

e AR 207624
= REPORT DOCUMENTATION PAQE i
R T N TR S R T O T O AedTAN Tave S aanALleUD
Unclassified
2 SECUAITY LoAMIP LAt hUN AuiHORITY 3OS TRIBUTION Y AdaAlLASILITY e AErUuAl . ‘.
25 DECLANSHICATION s DOWNGRADING SCAEDULE ) Appmved for public release
4 PERFORMING ORGANIZATION REPQRT NUMBER(S) 3 MONITORING ORGANIZATION REFPORT NUMBER(S)
NPS-54-89-01 . S
6a. NAME OF PERFORMING DRGANIZATION 60 OFFICE SYMBOL Ja. NAME OF MONITORIMG QORGANIZATION
(If applicadle) ;
Naal Postg.aduate School Chief of Naval Research
6¢ ADDRESS (City, State, ana Z2IP Coge) 7b ADDRESS (Gity, State, ana ZIP Coge)
— Monterey, CA 93943 Arlington, VA 22214
. . L Rt
Ra NAME CF FULND'NG YPONSORING 85 CFFICE SYMBOL 9 PROQCUREMENT INSTRUMENT 1IDENTIFICATION NUMBER S
ORGANIZAT.ON (If applicabie) s
02MN, Direct Fundin S S
Naval Postgraduate School » DiTe ding R
82, ADIRZ5 Gy, tate. yngd P Coue) TR CDUACE O eUNDIMNG nUSRESS
) PEQGRAM 3I0LECT__ | TASk WORN UNIT s
Monterey’ Cal ifornia 93943 ELEMENT NO NO NO. ) ACCESSION KO i

VEoNiTeE unciuae secunny Ciassihicaticn)

Department of Defense Procurement Policy Reform: An Evolutionary Prospective

12 PERSONAL AUTHQR(S)

William Gates
t3a. TYPE OF REPORT t3n TiME COVERED 4 DATE OF REPQRT (Yesr, Month, Day) ('S PaGe COUNT
Independent Research FIoM 1O 1989 . Jan. 10 19
1 SUPPLEMENTARY NOTATION

17 CCSaTI C00eS 18 SUBIECT TERMS (Continue on reverse if necessary ank1 igentify Dy dlocr numoer)
FIELD GROU? SUB-GROUP

\
\

ocurement Policy, DoD Procurement Policy Reform 4=~

\
19 M\NRAU (Continue on reverse if necessary ana igentify by block numoer) o

The Office -of Secretary of Defense (@was established in 1947 and evolved SR .
into the Department of Defense (DCD) in 1949. At Ieast part of the reason for forming DOD was
to coordinate, rationalize, and increase the efficiency oﬂ\the defense sector's procurement .
process. Smce its inception, DCD's procurement policies have been studied extensively, = ...
a nultitude of reforms have been recamended, and many reforms have been implemented. Coe
However, after almoust 40 years, analysts are still recammending refbnv{s to improve o
coordination and rationality, and to increase the efficiency of DAD's procurement policies.

This paper will trace the evolution of DID's procurement policies over the last forty
years. It will concentrate on five major reform efforts: the McNamara era; >he Packard L
initiatives; OB Circular A-102; the Acquisition Improvement Program (Carlucci); and the
President's Blue Pibbon Commission on Defense Management (Packard Commission). ! The
analysis will discuss the prohlems addressed, the reforms recoamended to alleviate them,

20 DISTRIGUTION/AVAILABILITY OF ABSTRACT 21. ABSTRACT SECURITY CLASSIFICATION N
FlunceassiFieomunumitend [ saMme as reT D oric usERS Unclassified o
220 NAME QF RESPONSIBLE INDIVIDUAL 220 TELEPHONE (Inciude Area Coae) | 22¢. OFFICE SYMBOL
William Gates 408, 646-2754 54Ct

DD FORM 1473, 54 MAR 81 APReqilion may pe useq until exnausiea SECURITY CLASSIEICATION OF THIS PAGE

All Other editiony are cosoiete.

UNCLASSIFIED




19, ANSTRACT (Cont'd)
the mechanisms to implement the reforms, and their success. Finally, the paper will .
discuss two recurring themes evident in these reform efforts: the increasing -
emphiasis on quantitative measures of program performance and the increasing number
cf offices and comittees with responsibility for overseeing the procurement process.
4
PN L E s el mmemn s e o T SmeT o b Seaem A s e A . T AT etk TSme s f s e e R < e ’
! .
,_. . .-<.>. “5 ..
: LA T ;
S




DEPARTMENT OF DEFENSE PROCUREMENT POLICY REFORM:

AN EVOLUTIONARY PERSPECTIVE

Accession For

NTIS GRAXI g
DIIC TAB

Unannounced )]
Justificatien . |

By

William Gates ~ Distrivution/
Avallabtility Codes
January 1989 Ava{l and/or
l Dist Specilal

A-l l




Department of Defense Procurement Policy Reform:
An Evolutionary Perspective

William Gates™”

An important factor in assessing tederal procurement policy reform is understanding the
environment in which these reforms must be implemented. This paper will describe the
Department of Detense (DOD) environment by tracing the history of DOD procurement reforms.
After describing this evolution, patterns from past reforms and their implications for the future

will be discussed.

Procurement policy involves several elements. At one extreme are the detailed procurement
requlations embodied in the Federal Acquisition Regulations (FAR) and in the various Service
directives and instructions. At the other extreme are the global policy issues, such as military
strategy and the perceived threat, that indirectly influence the procurement enviroament. The
middle ground includes general procurement procedures and quidelines. This paper will focus on
the middle ground, including the shortcomings of the process as perceived by the participants and
the reforms recommended to correct these shortcomings.

The starting point for this analysis is the late 194Q0s. Dissatisfaction with defense
procurement undoubtedly existed before this time. However, the late 1940s is a logical starting
point. The Office of the Secretary of Defense (OSD) and DOD were both formed in the late 1940s, 1o
integrate and coordinate the Services. Defense procurement was one important aspect of DOD's
responsibilities. In addition, there wasn't really a defense industry before the late 1940s.
Weapons procurement did net require long lead times and there was no imminent threat to the U.S.
homeland. Therefore, the U.S. had sufficient time to convert commercial manufacturing facilities to
military production when needed. When, the U.S. became the first line of defense in Europe, and
weapon technologies became increasingly complex and distinct from commercial technologies, the
U.S. began developing a defense-related industrial capability.

Considering this background, this study will describe the history of DOD procurement
reforms from the late 1940s to the present. More specifically, procurement reforms will be
grocuped into several eras: early DOD (1947-1960), McNamara (1961-1969), Packard
(1969-1972), OMB Circular A-109 (1976), Carlucci (1980-1983), Congressional initiatives
(1983-1985), and the Packard Commission (1986). In each era, the discussion will consider the
perceived problems, perceived causes, symptoms, recommendations, ard actions. After examining
these reforms, recurring patterns observed in past reforms will be discussed.

"This paper was originally prepared for the TIMS/ORSA joint national meeting, Economics ot
Defense Procurement Session, Now Qrleans, May 4-6, 1987. It draws heavily on, "History of DOD
Procurement Reform Efforts,” by William Gates and James R. Vernon, prepared for the Second
Conference on Issues in the Economics of Defense Procurement, the RAND Corporation, Santa
Monica, CA, February 9-10, 1987. | would like to thank Katchan Terasawa (RAND Corp.) for his
insights and guidance throughout this effort. | would also like to thank the anonymous refrees for
their valuable suggestions. Any remaining misinterpretations, errors, or omissions are the
author's responsibility.

“"Naval Postgraduate School, Monterey, CA. The ideas expressed in this paper are the author's and
do not necessarily represent the views of the Naval Postgraduate School or the Department of the

Navy.




PROCUREMENT REFORM HISTORY.

Eally CQD!

During the period before OSD and DOD were formed, it was generally agreed that coordination
in the defense sector was becoming increasingly important. Changes in the weapons technology
blurred the traditional distinctions between the Services (e.g., is an intercontinental ballistic
missile (ICBM) an unmanned aircraft, or a long range artillery system?); changes in military
strategy increased the importance of iitegrating the Services; changes in the miliiary environment
added to the variety of conflicts the U.S. had lo be prepared to fight.

There were several symptoms indicating that the procurement process was not well
coordinated. Ambiguities between Service missions and attempts by the Services to expand their
roles led to interservice competition and overlapping weapons programs in some areas (e.g.,
ICBMSs). In other areas, there were imbalances and inconsistencies in the Services' strategies,
capabilities. and requirements (e.g., the Air Force was preparing for short-duration fulf-scale
nuclear exchanges while the Army was preparing for drawn out conventional conflicts).

In part, these overlaps and inconsistencies persisted because each Service established its own
military requirements and received its procurement appropriations directly from Congress. There
was no OSD or DOD to help coordinate these requirements. These inconsistencies were compounded
because the budget planning horizon was only one year (out-year budget requirements were not
considered). Therefore, many hardware development projects were approved with no insight into
later year budget implications. Programs had to be canceled or delayed as later budgets were

insufficient to support the programs as planned.

The Administration's ability to coordinate the defense sector was also limited. The Services
established their requirements independently of a military budget constraint. At the same time, the
Administration determined the military budget independently of hardware requirements. There was
no central mechanism to resolve discrepancies between requirements and the budget. This lead to
gaps between programs and imbalances within programs. Furthermore, the budget was the
Administration’s only tool to influence the Services' weapons portfolio. This led to gaming behavior
(and allegedly some inefficient decisions) as the Services' tried to increase their budgets and the
President tried to influence the Services.

The response to these problems was to create a centralized defense authority, limit the
Services' power, and make both the Services and the Joint Chiefs of Staff (JCS) more responsive to
an overall DCD perspective. The organizational remedies were embodied in several initiatives: the
National Security Act of 1947 created the Natinral Security Council and the Office of the Secretary
of Defense (initially not a cabinet-level position;: the National Security Reorganization Act of
1949 made DOD an Executive Department and down graded the Military Departments;
Reorganization Plan No. 6 (1953) expanded OSD's staff and authority; and, the Reorganization Act
of 1958 gave the Secretary of Defense power to reorganize DOD and established the Unitied and
Specified commands by law (removing the Military Departments from the chain of command over

the operating forces).

With regard to procurement regulations, Thz Armed Services Procurement Act of 1947 was
the first formal unified defense procurement policy. This Act specified that whenever appropriate,
the Services should advertise requirements to competing suppliers (e.g., items that are
commercially available from multiple suppliers). When advertising was inappropriate (e.g.,
compiex systems

VFor a discussion of this period see References 1, 11, 18, 34, 36, 37, 4C.
2




development projects), the Services were exempt from the requirements of the Act. In the late
1950s, risky and expensive weapcn system development programs, particularly ballistic missiles,
became increasingly prevalent. The increasing cos! and technical uncertainty in these programs
raised the government's concern over the contractors’ performance. The government began
monitoring the contractors' actions and attemnpting to influence their behavior through contract
incentives. Formal advertising was inapgropriate in these programs, so the Air Force issued a
series of directives outlining an alternative policy. These directives, referred 1o as the 3753
Series, laid the foundation for the systems approach promoted later by McNamara.

The McNamara Era?

When McNamara became SECDEF ir 1961, the same problems continued to plague the defense
sector. McNamara believed that implementation had been the primary shortcoming of the earlier
reforms The SECDEF had been given sufficient power and legal authority to provide central
gquidance, but not the staff and management tools required to actively exercise this authority.

McNamara characterized his management philosophy as a decision pyramid. The aim was to
push all decisions to the lowest appropriate level. The top levels simply provided a framework to
ensure that decisions were consistent with one another. Applying this philosophy to DOD
procurement, McNamara felt that the Services shou!d develop the alternatives 1o be considered; QSD
should make the choices between alternatives. To implement this approach, OSD needed mechanisms
to force alternatives to the surface, procedures to analyze them, and staif to conduct the analyses
and make the decisions.

McNamara initiated a series of reforms to implement his managernent philosophy. To provide
the reguired management tools, McNamara introduced the Programming-Planning-Budgeting
System (PPBS), the Five Year Defense Plan (FYDP), and the Program Change Control System. The
PPBS was designed to integrate the budget, requirements, and strategy in the annual program
submissions formulated by the Services and OSD; the FYDP projected the implications of today's
decisions on future defense budgets; and the Program Change Control System ensured that the FYDP
reflected the latest decisions. _In adgition, MchNamara estabiished the Systems Analysis Ctfice to
provide the staff and analytical procedures required by the PPBS. The Joint Strategic Obijectives
Plan (JSCP), written annually by the JCS and Service Chiefs, served as McNamara's military
strategy statement. Finally, McNamara established mission oriented budgets to proviue better
visibility into their relative priorities that the Services attached to the various military missions.

As the 1960s progressed, quantitative measures of program performance becarme increasingly
important. These quantitative measures indicated that cost growth was becoming more significant.
Therefore, McNamara introduced several initiatives to reduce costs and control cost growth. He
introduced a program cefinition phase at the beginning of every program doth to filter out
ifl-advised programs and provide better estimatas of the required cost and time. He also encouraged
value engineering and established a cost reduction program. The cost reduction program emphasized
contractor competition and was expected to reduce costs by 25%. Because ot seemingly excessive
cost growth in cost-plus contracts, McNamara aiso emphasized incentive contracts and total package
procurement. Finally, to enhance DOD's ability to monitor the contractors and Services, McNamara
increased data reporting requirements and introduced shoulg-cost analysis (a DOD c¢ust analysis to
determine how much a program “should" cost). Finally, the Selected Acquisition Reporting System
(SAR) was introduced in 1968. The SARs summarize cos!, scheduie, and performance data on
major acquisition programs. This was originally consicered an internal management tool.
However, the SARs also became the formal quarterly program report to Congress. Thus, they serve
a dual rale.

2For a discussion cf this period see References 1, 12, 17, 21, 23, 24, 25, 26.
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Dunng the 13960s, there was growing dissatisfaction with McNamara's approach to Defense
management. The management philcsophy was not the point of contention. In fact, most
procurement reforms since McNamara have adopted a similar management philosophy. [he
coniroversy over McNamara's defense management centered on implementation. McNamara was
criticized for excessive centralization, over-zealous implementation, over-reliance on quantitative
measures, and inadequate recognition of asymmetric information.

Cntics felt that most decisions were made at the top levels of OSD; by McNamara in
particular. Furthermore, they felt that the decisions were based largely on quantitative measures
developed by the Systems Analysis Officc and did not reflect the Services' subjective opinions and
expertise. The Svstems Analysis Office was alsc criticized for taking too active a role in the
decision-making process. The Office was not limited to performing analyses, it also initiated
studies and made recommendations. Finally, the quantitative measures used to compare alternative
programs were criticized because they essentially treated uncertainty ac if it could be nredicted.
costed, and managed. Ever since McNamara, DOD procurement reforms have emphasized
decentralization However, the emphasis placed on quarititative measures of program outcomes has
not diminishrd.

The Packard Erg3

When SECDEF Melvin Laird and DEPSECDEF David Packard took office in 1969, the generally
acknowledged problems in the Defense secter included: excessive centralization; alleged
inefficiencies in the acquisition process (i.e., cost growth); and a separation between decision
making authority, responsibility for implementation, and accountability for the resulting outcome.
The resulting symptoms included cost growth, schedule delays, and technical periormance
shortfalls; poorly defined programs: and increasing mistrust between DOD and the contractors.

Excessive competition was one of the most frequently cited cause for these problems. This
included competition between contractors, between the Services, between the various federal
denartments, and between defense and other natioral priorities. Competition was seen as driving
contractors to make optimistic projecticns regarding program costs, schedules, and technical
performance. Neither the Services nor DOD challenged these claims because of interservice and
interdepartmental competiion for federal funds. Other contributing factors included
under-qualified program managers, program turbulence, and inadequate testing and evaluation
(which enabled programs to advance before technical uncertainties had been adequately resolved).

Laird and Packard felt the increased data requiremen:s and management oversight introduced
by McNamara had not resolved the earifier problems or their symptoms. It had simply increased
management layering, made the acquisitior process more complex, and separated decision making
authorit,, responsibility, and accountability. Laird and Packard felt the appropriate response was
to decentralize and streamline the acquisition process, increase program manager quality
(inciuding training, promotion opportunily, and tenure as program manager), improve the
requirements seiting process (to ensure that programs would be better defined), increase hardware
testing (emphasizing prototypes whenever possible), and improve cost estimating procedures.

The Packard imtiatives were designed lo implement this response. These iniatives
emphasized three basic areas: improving DOD's ability to monitor both the contractors and
program managers; improving program manacer quality, and improving the acqguisition process
and the quality of the programs tnemselves. These initiatives were embodied in ten major policy
elements, first outlined by Mr. Packard in a series of memorandums and speeches (e.g., Packard
memorandum of 28 May 1970, "Poiicy Guidance on Major Weapon System Acquisition™). The

policy elements include:

3For a discussion of this time period see References 1, 6, 7. 8, 10, 19, 20, 22, 28, 47.
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. Provide for systematic program reviews by OSD officials at important program milestones
(resulted in the DSARC - Dcfense Systems Acquisition Revsiew Council).

2. Provide CGSD with independent cost estimates and improve cost estimate quality by establishing a
Cost Analysis Improvement Group (CAIG) within OSD.

3. Establish cost as a program objective, equal to schedule and performance in importance, and
consider operations and support costs during the development process (design to cost and
life-cycle costing).

4. Increasc testing objectivity by establishing operational test and evaluation (OT&E) agencies that
are independent of the Service commands responsible for the development effort.

5. Establish military training courses and schools to improve the program managers' training.
6. Give program managers a clear written charter to strengthen their authority.

7. Provide better promotion opportunities to attract superior officers to program management.
8. Reduce the turnover rate of program managers so that they have longer job tenure.

9. Resolve technological uncertainties during development, not during production (e.g., increase
prototyping, emphasize early and more complete hardware testing, and reduce cencurrency).

10.Encourage competitive hardware developments to reduce risk and stimulate contractor efforts.

The Packard initiatives hac several characteristics in common with some of the later
McNamara reforms and reforms initiated after Packard. They explicilly cited quantitative
measures of program outcomes (including cost growth and to a tesser extent schedule delays and
performance shortfalls) as evidence of acquisition inefficiencies, and they addressed these
inefficiencies by attempting to both increase DOD's monitoring capability and improve program
manager quality. The Packard initiatives also emphasized decentralization and streamlining the
acquisition process. This is contrary to the preceding reforms but has been zchoed in the succeeding
reforms.

OMB Circular A-1094

During the mid-1870s, there was increasing ccncern that the acquisition inefficiencies
observed in DOD (e.g., cost growth, etc.) were common to all federal agencies. There was also
increasing concern that program definition and need justification were inadequate. This resulted in
iil-advised program starts leading to wasteful cancellaticns later in the development process.

To remedy thase deficiencies, the Office of Fedarai Procurement Policy (OFPP) was
established in the Office of Management and Budget (OMB). OFPP was chartered 1o develop an
integrated national procurement policy (embodied in OMB Circular A-109). OMB A-109
essentially applied DQD's procurement policies to all federal agencies (in particular DOD Directive
5020.1). In addition, it added a new milestone to the front-end of the acquisition process. This
milestone addressed the neec for a development effort and required the sponsoring agency 1o
consider all viable alternatives. A development project was justified if the item wzs necessary and
an alternative solution could not be found.

4For a further discussion ot this tine period see References 1, 2. 3, 7, 8, 19, 28, 51.
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These actions had several impacts on DOD's acquisition process. OFPP represented a new
feceral agency with responsibility for DOD procurement policy, and OMB A-109 added another
milestone to the acquisition process. These impacts seem counter to the earlier recommendations to
reduce management layering, streamline the acquisition process, and balance responsibility,
authority, and accountability. OMB A-109 also extended concern for quantitative measures of
acquisition "inefficiencies” to other tederal agencies. This indirectly reinforced DOD's increasing
emphasis on these quantitative measures.

The Carlucci Ergd

When Frank Carlucci became DEPSECDEF in 1980, alleged acquisition inefficiencies (cost
growth, schedule delays, and performance shertfails) continued to plague the defense acquisition
process. There was also concern over the growing federal acquisition bureaucracy and increasing
pressure to reduce the defense budget. In addition, inadequate provisions for the operational phase
of a weapon system's life-cycle (e.qg., support and readiness) emerged as an important problem.

To formufate a response, Carlucci established the Steering Group on improving the Defense
Acquisition System and Reducing System Costs. The Steering group idenlified concerns of six major
constituencies: Congress/GAC were concerned about cost growth, schedule delays, and performance
shortfalls: the Services were concerned about excessive management oversight by OSD and
Congress: the program managers were concerned about excessive regulation and unrealistic
demands; OSD was concerned about inadequate program planning, funding instability, and long
acquisition periods; OMB/OFPP were concerned about inadequate program definition and
justification, overly detailed specifications, and long acquisition periods; and industry was
concerned about discouragement of capital investment, excessive regulation, overemphasis on price
competition, and adversarial attitudes between DOD and the contractors.

To address these concerns, Carlucci established 31 initiatives. These initiatives can be
roughly grouped into five categories: improve general management principles, increase program
stability, improve forecasting and information, improve support and readiness, and reduce
bureaucracy. Congress later .added a thirty-second initiative calling for increased competition.
Carlucci supported this initiative but had feit that it was implied in the other initiatives.

in developing these initiatives, Carfucci did not specifically distinguish between perceived
problems, parceived causes, and symptoms (therefore, that distinction is not made here}. Carlucci
seemingly had preconceived ideas abcut the major problems and appropriate solutions. He jumped
directly to recommendations without relating problems and solutions. This makes it difficult to
determine if the Carlucci initiatives were appropriate for the perceived problems and causes.

The Carlucci initiatives emphasized several improvements suggested in earlier reforms,
including: decentralization, improved tederal management capabilities, and increased oversight.
Carlucci also emphasized program stability which had not receivi d much attention earlier.

Congressional Initiatives®

Based largely on the findings of the Presicents Private Sector Survey on Cost Control (the
Grace Commission) and of House and Senate hearings, Congress legislated several procurement
reforms in the mid-1980s. The motivation was the high defense procurement budget and the weli
publicized "overpriced" spare parts. According to Ccongress, these problems were caused by lack of
competition, poorly specified needs and pians, inadequate testing, and unethical business practices.
Symptoms included the tamiliar acquisition “inefficiencies” and a growing defense budget.

SFar a further discussion of this time period see Reterences 9, 39, 40, 4€. 48, 49, 50
BFor a further discussion of ‘his time period see References 16, 41, 42, 44, 45, 52,
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In general, Congress’ resolution for these problems was legisiation to .ncrease Congress' input
into the Federal acquisition process. For example, two of the more significant pieces of legislation
were the Competition in Contracting Act and the Truth in Negotiations Act. The Competition in
Contracting Act overhauled the procuremen! process 1o encourage increased competition. The Truth
in Negotiations Act increased the Federal Government's ability to recapture perceived overcharges
by the contractors. One of the most significant aspects of the Congressional initiatives is that they
indicated Congress' intention ¢ become a more active participant in the procurement process.

The Packar mmission”

The President's Blue Ribbon Commission on Defense Management (the Packard Commission)
represents a more recent effoit to stimulate procurement reform. The Packard Commission
considered Defense management in general, and the acquisition process in particutar. The
Commizsion felt that the primary problems with overall defense management wer. instability and
poor planning. The primary problems in the acquisition process were the famiiiar acquisition
"inefficiencies” and overpriced spare parts. Thus, acquisition inefficiencies had been elevated from
symptoms to perceived problems (symptoms and problems were not differentiated). The perceived
causes of these problems included: the long duration of the acquisition process, program
instabilities, goid plating, and program "buy-ins.”

The Packard Commission offered several recommendations to alleviate thesa problems. They
included streamlining the acquisition process (lc decentralize procurement management and balance
responsibility, authority, and accountability), increasing tests and prototyping, improving
planning, and adopting the competitive firm model where appropriate. In addition, the Packard
Commission suggested some budgeting innovations (stabilize programs by providing multi-year
funding and authorizations). With the exception of the budgeting initiatives, the President endorsed
the Packard Commission's recommendations ir the National Security Decision Directive 219 (April
1986), and they were incorporated in the Defense Reorganization Act.

Past exparience gives reason to be pessimistic about the expected improvements from the
Packard Commission's recommendations {(and this is supporied by the DOD procurement scandat in
June 1988). The problems and reforms identified by the Packard Commission are similar to the
problems and reforms identified previously. The eariier reforms were not successful. There are
no distinguishing characteristics suggesting these recommendations will be any different.

mm t Procurement Reform Hisicry

For reference, the perceived problems, perceived causes, symptoms, recommendations,
acticns, and comments for each of the reform efforts are summarized in Table 1.

BECURRING PATTERNS AND THEMES IN PAST DOD PROCUREMENT REFORM ESFQRTS

After examining the past DOD procurement reform efforts, at least two recurring themes
become evident. There has been an increasing emphasis on quantitative measures of program
performance. Cost growtnh, schedule delays, and technical performance shortfalls have been
elevated from proxies to direct measures ot program inefticiencies, and procurement reforms have
focused on alleviating these symptoms rather than addressing the underlying problems. In addition,
the number of players and viewpoints concerned with the federal acquisition process has increased,
diffusing authority and accountability. This has persisted despite repeated recommendations to
decentralize the procurement process and increase the responsibility, authonty, and acccuniabtlity
of those most direclly involved in the procurement process (e.g., the program manager). Both of
these themes wiil be discussed brietly.

7For a turther discussion of this time period see References 29, 30, 31, 32
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Fix the Problems, Not the Symptomsg

Because DOD's procurement budget is so large, it is natural to question whether the funds are
being used efficiently. A small inefficiency in DOD's procurement process could translate into a
substantial waste of funds in absolute terms. Analysts would like an index that measures whether
DOD's funds are being used efficiently. Unfortunately, there aren’t any indices that directly
measure procurement inefficiencies. This forces analysts to use quantitative measures of program
outcomes as proxies for inefficiency. Cost growth has received the greatest emphasis, but schedule
delays, technical perfocrmance shortfalls, and more recently high unit procurement costs and
program turbulence, have ailso reczived attention. Discussions regarding inefficiencies in DOO's
procurement process center on these quantifiahie outcomes. Over time, the proxies have come 1o b
viewed as program inefficiercies, and refo.ms have addressed these measures rather than the

underlying causes.

It is important to remember that these factors are only proxies, they are not inefficiencies.
Furthermore, they may not b2 good proxies. Cost growth is not necessarily inefficient if the weapon
program is conducted efficiently but ‘ne initial cost estimate was low. Similarly, the absence of
cost growth does not indicawe efficiency if the initial cost estimate was excessive.

Focusir 3 too much attention on these proxies can be counterproductive. Program data are
ambiguous, difficult to interpret, and frequently misieading. As a result, it is difficult to determine
if crogram inefficiencies are significant. Proxies can indicate that there is a problem when none
exists, or vice versa. Because of the difficullies in interpreting the data, procurement reforms
frequently focus on the proxy rather than the underlying causes of inefficiency. If the underlying
problems are not corrected, the program inefficiencies will persist as well. Two alleged
inefficiencies, cost growth and program turbulence, both addressed by recent procurement
reforms, illustrate the difficulty of identifying inefficiencies, auses, and the appropriate solutions.

Cost Growth. Consider cost data from five major weapon system acquisition programs (Table
2). This data indicates that all programs experienced cost growth in real unit procurement costs.
(This discussion assumes that the data has been properly corrected for inflation and changes in
procurement quantities. While there is reason to question this assumption, measurement problems
are beyond the scope of this analysis. Changes in the absolute values of program cost growth would
not affect the discussion presented here.) There are several alternative ways to interpret this data.
Formulating the appropriate response depends on identifying the correct interpretation.

TABLE2
REAL UNIT PROCUREMENT COST GROWTH

WEAPON SYSTEM TIME PERIOD BASE YEAR DOLLARS % UNIT COST GROWTH
BLACKHAWK 1271 - 9/82 1971 29
M1 TANK 9/73 - 12/82 1972 37
BRADLEY 3773 - 3/83 1972 210
APACHE 9/73 - 12/82 1972 61
PATRIOT 3172 -12/82 1972 13
Scurce: William Gates and Joseph L. Midler, Cost Growth in_Major Army Weapon System
Acquisitions;_ A Synthesis of Five Case Studies, AC-RR-85-004, Pasadena: Arroyo Center, Jet
Fropulsinn | ahoratory, California Institvte of Technclogy, January 1985. (Reference 15)
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Cost growth could result from mismanagement and fraud. This is consistent with the view that
cost growth is a direct indication of program inefficiencies. In this case, the appropriate respense
is to improve DOD's cost management capabilities. As emphasized in recent reforms, this involves
improving cost data, cost estimating techniques, and the qualifications of DOD's program managers.
These reforms might be successtul if cost growth results from mismanagement and fraud. However,
such reforms will not be successful if cost growth is merely a signal of other problems.

An alternative explanation for cest growth has been referred to as the "winners curse."S
Development and procurement costs are uncertain at the beginning of an acquisition program. In
tha selection process, potential contractors are asked to estimate their expected costs. These cost
estimates are used as one factor in the selection process. Other factors being equal, the winning
contractor will be the contractor that underestimates costs by the largest margin (in this case,
cost underestimation is entirely inadvertent, arising from cost uncertainty). This introduces a
selection bias toward programs with a predisposition for cost growth, even though the program may
be conducted efficiently. In this case, cost growth is not inefficient. However, cost growth may be a
signal that there are inefficiencies in the selection process. Furthermore, measures to improve
DOD's cost managemenr capabilities will neither reduce the level of cost growth nor eliminate the
undearlying inefficiency.

A third explanation for cost growth considers the impact of competition. Competitive
pressures during the proposal process encourage contractors to make optimistic initial cost
estimates (this is intentional rather than inadvertent cost underestimation). The Services and OSD
have little incentive to chailenge these estimates because they want Congress tu jund the weapon
system. Optimistic initial cost estimates increase the likelihood of cost growth later in the program
when competition is eliminated. This is illustrated by the data for the five weapon systems
considered above. Figure 1 shows real unit procurement cost growth in these programs as a
function of the years from the production contract award. Cost estimates were relatively stable
during development. When the weapon systems entered production, essentially eliminating
potential competition, unit production costs increased dramatically. This pattern is consistent
across four of the five weapon systems. The Blackhawk is the one exception. In this program, the
contractor signed a series of annual contracts at the end of the competitive development effort.
Therefore, the lack of competition was not felt until after the system entered nroduction.  This is
when unit procurement costs began increasing in the Blackhawk program. The problems signaled
by cost growth, the impacts on procurement efficiency, and the appropriate solutions are different
in this instance than in either of the preceding cases.

Thus, there are several plausible explanations for cost growth. Before recommending
procurement reforms it is important to establish that cost growth signals program inefficiencies
(i.e., the proxies are good proxies), and then link the causes and soiutions. Reforms will not be
effective if they address the wrong causes. Recent procurement reforms irnply that cost growth is
caused by mismanagement and fraud. The proposed solutions involve improving DOD's cost
management capabilities. These reforms will not reduce cost growth if it is caused by selection
biases, over-optimistic projections or some other factor.

Program Turbulence. Program turbulence provides another example of the difficulty in
identifying program inefficiencies and their causes. In general, program turbulence is thought io

increase unit procurement costs. Changes in production schedules affeci the timing of materials and
component purchases. Production variances also affect overhead rates, learning economies, and
scale economies. Both Cariucci and the Packard Commission felt program turbulence contributed to
cost growth and other proxies for procurement inefficiencies. Both proposed initiatives to help
stabilize production schedules (e.g., multi-year procurement, funding, and authorizations).

8For further discussion, see Quirk and Terasawa (Reference 33).
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However, the case ctudies cied above (Reference 15) indicate that production schedule
changes are caused by funding shortfalls (due to unanticipated inflation and increases in the
contractors' unit cost estimates), unexpected technical problems, changes in the ‘otal procurement
objective, and program funding chariges. In other words, program turbulence is a symptom ot
several possible problems, not a cause of cost growth. {n fact, program turbulence may be an
efficient response to unavoidable and unpredictable changes in national priorities, the defense
environment, or the program itself. It this is the case, efforts to stabilize high priority programs
simply shift the burden of adjustment to unprctected programs. The cost of added turbulence in
unprotected programs should be considered in deciding whether to stabilize high priority programs.

In addition, turbulence may atfect program costs in ways not capturea in observable data.
Contractors understand that production rates in federal procurement projects change unexpectedly
for unavoidable reasons. Therefore, they expect turbulence. Anticipated turbu'ence gives
contractors an incentive to install flexible production facilities. Flexible production facilities are
typically labor (variable input) intensive and have comparatively stable unit costs over a
relatively wide range of precduction rates. The penalty for using flexible production facilities is
higher unit production costs at the planned production rate. On the other hand, unit costs in flexible
production facilities are lower if the actuatl production rates deviates significantly from the planned
capacity. Observable program data does not capture the cost implications of selecting flexible
production processes. Unit production costs will be higher if production rates remain at or near
their planned levels; they will be lower if production turbuience is significant. Because these cost
implications cannot be observed, it is impossible to determine if the cost of expected turbulence
exceeds the benefit, or vice versa.

FIGURE 1
120 .
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Source: William Gates and Joseph L. Midler, Cost Growth in Major Army Weapon System
Acquisitions: A Synthesis of Five Case Studies, AC-RR-85-004, Pasadena: Arroyo Center, Jet

Propulsion Laboratory, California Institute of Technology, January 1985. (Reference 15)
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f L am Accouniable, | Want the R nsifilily_and Authority

Decentralizing decisions to the appropriate level and balancing responsibility, authority, and
accountabilily are themes that have recurred 'hrouchout most procurement reforms.  The
management philosophies underlying all reform proposals, including McNamara's, have stressed
that authority and responsibility for general policy issues should be centralized while authority and
responsibility for implementing these policies should be decentralized to the greatest extent
possible. Centralizing general policy 1ssues helps coordinate DOD's procurernent process and avoids
unnecessary waste and duplication.  Decentralizing authority and responsibility helps ensura
adequate flexibility to respond to changes in technology and the military environment. Finally,
baiancing responsibility, authority, and accountability at all levels of the procurement process
helps promote efficiency. Presumably, inefficiencies are more likely when tne responsible
managers lack the required authority and cannot be held accountable for the results of their

decisions.

Reforms tnreugh the early McNamara initiatives were designed to increase ¢oordination by
centralizing decisions. Reforms since then have stressed decentralization to increase flexibility,
free the procurement process from instituticnal burdens (red tape), and promote the proper
balance between rosponsibility, authority, and accountability. Despite the agreement, in principal,
on the proper balance between centralization and decentralization, the continuing emphasis ¢cn
decentralizing authority and increasing accountability indicates that the proper balance has not
been achieved. Responsibility has been decentralized, but not authority and accountability.

In fact, structural changes in the defense sector have continuously centralized authority and
diluted accountability. Since 1961, OSD has expanded from eight Assistant Secretaries and 2
Defense Agencies to 2 Under Secretaries, 12 Assistant Secretaries, and 12 Defense Agencies. In
addition, CSD has advocates responsible for protecting the interests of several specific constituents
(e.q., small and disadvantaged businesses). In the Executive Branch, OFPP was given responsibility
for establishing a federal procurement policy in 1876. Within Congress, the number of
committees and subcommittees overseeing DOD procurement policies has increased from 26 in
1970 to 96 in 1985 (Ref. 13, page 75). Similarly, the number of studies Congress has reguested
from DOD has increased by a factor of six (Table 3). Table 4 summarizes the various organizations
concerned with the federal procurement process, and their respective responsibilities.

TABLES
CONGRESSIONAL DIRECTIONS TO DOD AND PAGES IN BUDGET JUSTIFICATION BOOK

Bequired by Committee Reports Required by Law  Pages in Budget Justification Book

Studies QOther Actions
1276 114 208 96 12,350
1877 129 184 37 -
1978 153 229 101 15,815
1979 177 213 109 -
1980 231 166 125 17,457
1981 223 180 138 -
1¢82 221 210 158 21,143
1983 325 120 183 21,753
1984 422 202 217 25,306
1985 458 113 213 26,757
1986 676 134 227 -
Source: U.S., General Accounting Office, Legiclative Qversight: _Congressional Requests for
[nformation_on Defanse Activities, NSIAD-86-658R, February 1986. (Reference 52)
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While all participants are dedicated to the success of a program, different organizations have
different objectives so success has several meanings. The President (as represented by OMB) and
members of Congress must balance defense expenditures, macroeconomic considerations (e.g.,
inflation, unemployment, the budget deficit, etc.), and other national priorities (e.g., social
programs, etc.). In addition, elected officials presumably have to consider reelection (either for
ihe candidates personally or for their party). OSD has at least two objectives: providing an
adequate national defense and minimizing discontent in the defense sector. The larger the defense
budget, the easier it is to accomplish both objectives. The Services have the same concerns as OSD,
but their viewpoint and loyalties are limited to their particular Service. Program managers are
sensitive to the Service's objectives because their career advancement depends on the Servica's
evaluation of their performance. At the same time, program managers cannot be insensitive to the
contractors because of concern for their future employment prospects. Contractors are motivated
by profits. However, defense contractors probtably consider long-term profits. They typically
have on-going relationships with DOD. Therefore, they may be reluctant to exploit short-run
profit opportunities if it would jeopardize their long-term relationship with DOD.

TABLE 4
FEDERAL QRGANIZATIONS CONCERNED WITH DEPARTMENT OF DEFENSE PROCUREMENT POLICY
ORGANIZATION ~ RESPONS!BILITIES

Congress Nagotiate the Overail Defense Budget
Oversee Federal Procurement Poiicies and Regulations
Establish Agency Missions (OFPP, Services. £1C.)
Authorize Programs and Appropriate Funds
Oversee Program Management (Committee Hearings, Staff Reports, GAQ)

oviB Negotiate the Overall Defense Budget

OFPP (OMB) Establish Federal Procurement Policies and Regulations (Issue the FAR, Policy
Letters, and Directives)
Train the Federal Procurement Work Force (Federal Acquisition Institute)
Collect Federal Procurement Data (Federal Procurement Data Center)

Federal Agencies Protect Special Interests (Department of Labor, Small Business Administraticn)

oD Negotiate the Overall Defense Budgat
Finalize Detense Program Priorities
Establish DOD Procurement Policies and Regulations to Implement the Federal
Guidelines (Issue DOD Directives and Instructions)
Oversee Program Management (DSARC, Defense Contract Audit Agency, Etc.)
Carry Out Certain Activities Common to More Than One Service (Defense Agencies)

Services Negotiate Service Budget
Establish Service Program Priorities
Establish Service Procurement Policies and Regulations to Implement the Federal
and DOD Guidelines (Issue Service Directives, Regulations, and Instructions)
Perform Program Management
Field Completed Weapon Systems
Provide Data Supporting Project Selection/Management Oversight Processes

Contractor Execute Procurement Programs
Provide Data to Support the Management and Project Selection Processes

13




The large number of cognizant organizations, and the diversity of their interests, diffuses
authority and dilutes accountability. The program manager, who ultimately could be held
responsible for the outcome of the project, is only one of several participants in the decision
making process. Congress, OMB, OFPP, OSD, the Services, and advocates represanting various
special interast groups can all constrain the program manager's actions to ensure they satisty the
voluminous gquidelines governing federal procurement. As a result, the program manager has
limited authority and frequently is more concerned with the process than the results. The process
is more directly acccuntable for the results than the participants.

At the same time, expanding the list of participants makes it more difficult to reform the
procurament process. QOrganizations with different viewpoints typically perceive different
problems. This was recognized by Verne Orr (former Secretary of the Air Force, Reference 27)
and is illustrated by comparing the perceived problems and referms recommended by different
organizations (e.g., the differing concerns of the six constituencies identified by Carlucci).
Similarly, different participant make different recommendations for correcting the perceived
problems. Each organization typically believes that procurement problems can best be solved by
increasing their own role. Thus, Congress has become more involved in project selection and
micro-management. OMB/OFPP has established detailed procurement regulations. OSD has
extended the formal review process to cover more of a program’s life-cycle, particularly in the
eatiier phases, and reviews have become more concerned with detailed management decisions. OSD
has also increased its ability to monitor contractors (e.g., the Cost Analysis improvement Group and
"should-cost* analysis). Finally, the Services have increased the level of detail specified in the
contract. Even small design changes or changes in technical specifications are subject to Service
review and must be incorporated into the procurement contract.

As the number of organizations increases. their viewpoints and vested interests become more
narrowly defined. Furthermore, each office tends to view its responsibility or function as an end in
itself, rather than a means to an end. Organizations become reluctant to give up responsibility or
authority, and it is harder 10 obtain general agreement on procurement reform. Thus, the
proliferation of organizations and management layers probably makes effective procurement
reform more difficult.

CONCLUSIONS

Quantitative measures of procurement "efficiency” have received increasing attention since
the early 1960s. This has generated widespread concern over perceived inefficiencies, inciuding
cost growth, schedule delays, performance shortfalls, and program turbulance. Unfortunately,
these perceived inefficiencies have persisted despite several attempts to reform the procurement
process. In part, past reform failures may have resuited from ambiguities in the program data. |t
is difficult to determine if the observed outcomes indicate that inefficiencies are significant, and if
significant, it is difficult to determine the underlying causes. As a result, procurement reform may
address the symptoms of inefficiency rather than the underlying causes.

Frustration over the symptoms' persistence has created a growing sense of mistrust.
Congress mistrusts OSD; OSD mistrusts the Services; and Services mistrust the contractors.
initially, procurement reform tried to minimize the incidence of deception by improving program
manager quality and providing better management tools. When these efforts failed, OMB, Congress,
OSD, and the Services began taking more active program management roles. Program evaluations at
ail levels examined increasingly detailed management decisions, milestones angd documentation
requirements were increased, and independent testing agencies were added to monitor test resuits.
This has lead to a proliferation of detailed procurement regulations, data requirements, and
management layers, resulting in greater centralization and diluted authority and accountability.
This trend has persisted despite repeated attempts to decentralize the process and balance
responsibility, authority, and accountability.

14
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It appears that decentralizing the procurement process (including authority) i~ impossible as
long as there is a sense of mistrust. Without greater trust, Congress will not compromise their
ability or authority to review the detailed management decisions made by OSD, the Services, and
contractors. The same is true for QSD and the Services. For similar reasons, it is unlikely that
procurement regulations can be reduced or generalized unii! mutual trust increases. As long as
there is fear of deception, procurement reform is likely to follow the pattern of earlier reforms:
increasing micro-management at all levels of the process.

To help solve this problem, it is useful to consider why this fear of deception persists.
Mistrust arises, at least in part, from two related facts of the procurement process: the various
narticipants have different objectives and possess differant areas ~f expertise. For example, the
contractors’ primary objectives include maximizing long-term profits and they probably are mos!
knowledgeable about expected costs, technical complexity, and their level of effort. The Services'
primary objectives include maximizing their budget and the military role of their Service. They
probably have the best information concerning their Service's military requirements and the most
effective means to satisty those requirements. OSD's cbjectives include maximizing OSD's budget
and keeping the Services content. 0OSD is in the best position to assess overall military
requirements. Finally, Congress is sensitive to their constituents and they are in the best position
to balance defense programs against macroeconomic considerations and other national priorities.

Because different players have ditferent information bases, there is an incentive for each
organization to misrepresent its information and promote its own objectives. Unfortunately, it is
difficult 1o detect misrepresented or biased information when the players have different areas of
expertise. Furthermore, because organizations have different objectives, actions that promote one
organization's objectives may be to the detriment of the other organizations. As a result, it is
natural for the participants to mistrust each other. The response has been to increase management
oversight, data requirements, and independent verification (e.g., should cost, independent testing,
GAO analyses, etc.). These efforts have increased the procurement bureaucracy, but have nct
alleviated the fears of deception. Independent evaluations are imperfect because it is expensive (or
impossible) to obtain independent information. Therefore, analysts typically rely on data provided
by the organization being evaluated. Presumably, this data reflects the organization's biases.

An alternative approach to procurement reform would recognize the sense of mistrust, and its
sources. One way to reduce mistrust is to structure the procurement process so that the players
have common objectives. Specifically, procurement reiorm should address the incentives facing
each of the constituenws. This would require modifying contract incentive structures to influence
the contractors' behavior. It would also require modifying the performance evaluation and reward
system for government personnel invoived in the procurement process. Modifications in these
areas could help encourage all participants to report information truthfully and work toward
comon objectives. (For some recent developments in this area of research see References 4, 5, and
14.) Mistrust will be lower if the incentive structure ensures that all participants are working
toward common objectives. If procurement reforms continue to increase micro-management
without changing the participants incentives, it is unlikely that future reforms will have any
better success than past reforms.
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development projectsy, the Services ware exempt from the raquirenients of the Act. In the late
1850s, rskv and expensive weapon system daevelopment programs, particularly bailistic missiles.
becarne incraasingly pravalent. The Incraasing cost and technical uncertality in these programs
l raisad the governmant's concern over the contractors’ performance. The govemment began
monitoring the contractors' antions and atterapting o influence thelr behavior through contract
incentives. Formal advertising was inappropriate in thesa programs, so the Air Force issued a
series of diractives outlining an alternatlve policy. These directives, referred to as the 375
Saries, jaid the loundation for the systems approach promoted later by McNamara.

| “2 Thp Mchamara Era?
oA

2 When McNamara hecame SECDEF In 1961, the same problems conlinued to plague the defensg
x.m_‘ﬁ saator. MoNamara belisved that implementation had been the primary shortcoming of the earlier

i reioims.  The SECDEF had been glven sulficlent power and legal authority to provide central
guidance, but nut the siaff and management tools required to actively éxarcisa this authority.

3 McNamara characterized hie inanagement philosophy as a decision pyramid. The aim was lu
- push all decisions to tha Iowest appropriate laval. The top levals simply provided a framework o

. \?\ ensure that decisions were consistent with one another. Applying this philosophy 1o DOD
procurament, McNamara felt that the Services should develop the alternatives to be considered: QSD

e should make the chelces between altametives, To lmplement this approach, OSD needed mechanisms

e to force aliernatives to the surface, proceduies lo analyze them, and staff to conduct the analyses

I and mzke e decisiuns.

N
ey vicivamarg intiated 4 eeries of reforms to Implement his management philosophy. To provide
' . tne required management tools, McNamara introduced the Programminy Fianning-Budygeting
o System (FPBS), the Five Year Defense Plan (FYDP), and the FProgram Changs Control System. The

™ FPBS was deslgied to Integrate the budget, requireinents, and strateyy in the annual program
submizsions formulated by the Sarvices and GST); tha FYD 2 prujacted the 'mplications of today's
dacisions on future deiense bivigets: and the Program Change Cuntrol System ensured that the FYDP
reflacted the latest desisions. In addiiicn, McNamara established the Systaras Analysis Office 1o
provide the stalf and analytical procedures required by the PPBS. Tha Joirt Stratagic Oblectives
Plan [JSOP), writter annually by tho JCS anc Searvice Chielx. £arved as Mchummara's military
stratagy statement. Flauily, McNamara estabiishad mission oilented budgata to provide bettar
vislbility into thelr relative prioniles that the Services attached to the varous rilitary missions.

As the 18305 progressed, quantitath o measures of prograin parformanca became Increasingly
mpertant.  Thesa quantitative measures indicated that cost growih was becoming mere significant.
Therefore, McNamara Introduced seveial Initiallves to reduce costs and control cost growth, e
introduced a program definition phase at the beginning of every program both to filter out
i advised programs and provida better estimates of the vequired cost and time  He also encouraged

‘ value engineering and establishao a cost reduction program. The cost reduction program emphastzed
N contractor competition and was expected to recuce costs by 25%. Because of seemingly excessive
' cost growth in cost-plus contracis, McNamara also emphasized incentive contracts and tolal package
) procurement. Finally, to enhance DOD's ability to mon:tor the contractors and Sarvices, McNamara
h increased data reporting requirements and Iniroduced should-cost analysis (a DOD cust analysis 1o
detenmine how much & program “shoufd” cost). Finally, the Selected Acquisition Reporting System
(SAR} was Iniruduced in 1968. The SARs summarize cost, scheduls, and performance data on
mafor acquisition programs. This was originally considerad an Internal managemeaent tool.
However, the SARs also becamé the formal quarterly program report to Congress. Thus, they serve
a dual role.

o

c' 2For a disonssicn of this perlod sso Referances I, 12, 17, 21, 23, 24, 25, 26.
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During the 1960s, there was growing dissalfsfaction with McNamara's approach to efense
management. The managament philosophy was not tha point of contenilon. In tact, most
procurement reforms sinca McNamara have sdopted a similar management pnllosopity.  The
controversy over McNamara's defanse management centered on implamentution. McNamars wes
criticized for excessive cantralization, over-zealous implementation, over-relignce on quantiiative

measures, and Inadaquate recognition of asymmet:ic Info:mation.

Critics felt ihat most declsions were inade at the torn levols of (USD; by McNamara in
particular. Furthermore, they felt that the dscisions wera hased la. jelv on quantitative measures
developad by the Systams Analysis Otfice and did not reflect the Services' subjective opirions ard
cxpertisa. The Systems Anslysis Office was also criticlzed tor taking too acllve a role in the
dacision-making process. The Offica wag not limite to pesferming analysas, it also Initiated
studles and made recommendations. Finally, the guantitative measures ysed 'o compare allemative
programs were criticized becauge thay essentially treated uncentsinty as !t !t could be predicted,
cosled, and managed. Ever since McNamara, DOD procurement reforms have emphasized
decentralization. Howevsr, the emphasts placed on quantiiative mieasures ¢f program outcomes has

nat diminished.

Tha Packard Erad

When SECDEF Melvin (alrd and DEPSECDEF David Packard took office In 1889, tha generally
acknowladged proolems In the Defanse secior Included: axcesslve centralization; alleged
inefficiencies In tha acquislinn process (e, coxt growth), and a separation behwran dacision
making autherity, responsibility for Ireplementation, and accountability for the resulting onicome
The rasulting symptoms Incivded cost growth, schedule delays, and technical performance
shorttalls; poorly defined piograms; and increasing mistrust between DOD and the contractors.

Excessive campetition was one of thae mast fiequently cited cause for these problems. This
inciuded competition betwesn contractors, between the Services, batween the varinus federal
departments, and betwasn defense and other national priorities. Competition was seen as driving
contractors to make optm!stic projections regarding program costs, schadules, and technical
parformanca. Nelther the Services nor DOD challenged thase claims because of interservice and
Interdepartmental nompetiticn for federal funds. Other contributing factors includad
urider-qualified grogram managers, program turbulence, and inadequate lesting and evaigalion
{wiich enabled programs to advance before technical uncertainties had been adequately recolved).

Laird and Packard felt the Incregsed data raquiremants and management overslght introduced
by ticNamara had not resolved the earlier problems or their symptoms. It had simply Increased
management fayering, made the acquisition precess more complex, and separated decision making
authority, responsibiiity, and accountabillty. lalrd and Packard felt the appropriate responsa was
1o decentralize and streamline the acquisition process, Increase prograrmn manager cuslity
(including training, promotion opportunity, and tenurg as program manager), lnpiove the
requirements setting process (to ensure that pregrams would be better defined), increase hardwarg
testing (emphasizing piolotvpes whenaver possiblej, and improve cost estirnating procedures.

The Packard Initiatives wera designed to implement this response. These Initiaives
emphasized three basic araas - improving DOD's abliity to monitor both the contractors and
pregram managers; improving program managaer quality; and Improving the acqulsition process
and the quality of the pragrams themselves. These inltiatives wera embodiad in ten major policy
elamaents, first outlinad by Mr. Packard in a sarfes of memorandums and speeches {e.o.. Packaid
memorandum of 28 May 1870, “Policy Guidanca on Major Weapon System Acquisition®).  The

policy elements include:

3For a dls&uésion of this lime pericd see Refarences 1, 6, 7, 8, 10, 19, 20, 22, 28, 47.
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